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Termination of Government Lump- 
sum Supply Contracts 


By EDWARD J. BARR 
(Detroit Office) 


The subject of termination of 
Government contracts will have its 
day in the limelight at the end of 
this emergency. Corporate execu- 
tives, anticipating the complica- 
tions which may be expected to 
arise at that time, are now giving 
consideration to the problem. 


Form of Termination Clause 


The War Department Procure- 
ment Regulations No. 3, Section 
VI, Mandatory and Optional Con- 
tract Provisions, paragraph 324, 
contains a form of termination 
clause for lump-sum supply con- 
tracts which may be considered a 
standard clause. The effect of this 
clause is to make the lump-sum or 
fixed-price contract a _ cost-plus- 
limited-fee contract at termination. 
Pertinent provisions of this termi- 
nation clause may be summarized 
as follows: 

The Contractor upon receipt of 
the termination notice shall do the 
following: 

(a) Unless the Contracting Officer 
directs otherwise, discontinue all 


*A digest of a paper presented at the 
Michigan Accounting Conference, Detroit, 
Michigan, November 7, 1942. 


work and the placing of orders, 
cancel all existing orders and termi- 
nate all subcontracts chargeable to 
the contract. (In one contract of 
which the author has knowledge, 
the Government must give 30 days’ 
notice of termination and the Con- 
tractor shall stop work on all items 
not capable of completion within 
the termination period.) 

(b) Transfer to the Government, 
by delivery f.o.b. the place desig- 
nated, title to all completed supplies 
(including spare parts, drawings, 
information, and other things) 
called for by the contract not pre- 
viously delivered, and partially 
completed supplies, work in process, 
materials, fabricated parts, plans, 
drawings and information acquired 
or produced by the Contractor for 
the performance of the contract. 

(c) Take such action as may be 
necessary to secure to the Govern- 
ment the benefits of any rights re- 
maining in the Contractor under 
orders or subcontracts wholly or 
partially chargeable to this contract 
to the extent that such orders or 
subcontracts are so chargeable. 

The Government shall do the fol- 
lowing: 
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(a) As to the completed portion 
of the contract, pay to the Con- 
tractor, the contract price of all 
supplies (including spare parts, 
drawings, information, and other 
things) called for in the contract 
which have been completed and to 
which title has been received by 
the Government and for which pay- 
ment has not previously been made. 


(b) As to the uncompleted por- 
tion of the contract, compensate the 
Contractor by reimbursing him as 
follows: 


(1) For all actual expenditures 
certified by the Contracting 
Officer as having been made with 
respect to the uncompleted por- 
tion of the contract; 


(2) For all expenditures made 
with the prior written approval of 
the Contracting Officer in settling 
or discharging that portion of the 
outstanding obligations or com- 
mitments of the Contractor which 
had been incurred or entered into 
with respect to the uncompleted 
portion of the contract. 


(c) As a profit on the uncom- 
pleted portion of the contract, in so 
far as a profit is realized thereunder, 
pay the Contractor a sum to be 
computed by the Contracting Officer 
in the following manner: 


(1) The Contracting Officer 
shall estimate the profit which 
would have been realized on the 
uncompleted portion of the con- 
tract if the contract had been 


completed and /abor and material 
costs prevailing at the date of 
termination had remained in 
effect; 


(2) Estimate, from a considera- 
tion of all relevant factors, the 
percentage of completion of the 
uncompleted portion of the con- 
tract; 


(3) Multiply the anticipated 
profit determined under (1) by 
the percentage determined under 
(2). The result is the amount to 
be paid by the Contractor as a 
proportionate share of profit, if 
any, as above provided. 


No compensation shall be paid 
by way of reimbursement for ex- 
penditure, including expenditures 
made in settling or discharging 
obligations or commitments, or by 
way of profit on account of supplies 
and other things which are unde- 
liverable because of destruction or 
damage, whether or not because of 
the fault of the Contractor. 

The sum of all amounts payable, 
plus the sum of ail amounts pre- 
viously paid under the contract, 
shall not exceed the total contract 
price, adjusted in the event that 
this contract contains an article 
providing for price adjustment, on 
the basis of the estimate of the Con- 
tracting Officer, to the extent which 
would have been required by such 
article if the contract had been 
completed and labor and materials 
cost prevailing at the date of termi- 
nation had remained in effect. 
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Upon the making of the pay- 
ments called for, all obligations of 
the Government to make further 
payments or to carry out other 
undertakings shall cease forthwith 
and forever, except that all rights 
and obligations of the respective 
parties, if any, of the contract 
applicable to patent infringements 
and reproduction rights shall re- 
main in full force and effect. 


Termination Procedure 
for One Contract 


Let us assume that an individual 
lump-sum or fixed-price supply con- 
tract is canceled by the Govern- 
ment during the present emergency 
through no fault of the Contractor. 
What action should the Contractor 
take to protect his interests? The 
following procedures would be ad- 
visable: 

1. Reread the termination clause 
of the contract. 


2. Order production stopped on 
the contract in question. 


3. Instruct the purchasing de- 
partment to telegraph all subcon- 
tractors producing for this contract, 
ordering them to cease production, 
requesting confirmation of the can- 
cellation; and to telegraph all ven- 
dors from whom supplies have been 
ordered cancelling such purchase 
orders and requesting confirmation 
of the cancellation; the Contractor’s 
purchase orders presumably provide 
for cancellation in case of termi- 
nation. 


4. Ascertain who is to handle 
termination for the Contracting 
Officer and discuss the problems 
involved with him. 

5. Take a complete physical in- 
ventory of all material on the con- 
tract in the Contractor’s plant, 
classified as follows: 


(a) Finished pieces ready for 
shipment; 

(b) Work in progress classified 
to show the last operation per- 
formed; 

(c) Raw material classified into 
three groups: 

(1) Usable on other orders in 
the factory; ; 

(2) Returnable to the vendor 
if possible; and 

(3) Nonusable and nonre- 
turnable. 


Instruct the inventory crew to 
store the finished pieces, the work 
in progress, and the nonusable and 
nonreturnable raw material care- 
fully in a safe place pending the 
receipt of instructions from the 
Contracting Officer as to its dis- 
position. 

6. Request the subcontractors 
and vendors to furnish an inventory 
of materials and supplies in the 
form already mentioned, pointing 
out that any materials on which a 
claim is based should be safeguarded 
as title passes to the Government 
and no compensation will be paid 
for destroyed or damaged supplies; 
and to file with the Contractor any 
claims they might have against the 
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Contractor on the contract, such 
claims to be itemized in the same 
manner as the claims to be filed by 
the Contractor. When the informa- 
tion regarding the inventories is 
received, obtain from the Contract- 
ing Officer the disposition to be 
made of such inventories; when the 
claim of the subcontractor or ven- 
dor is received, obtain the written 
approval of the Contracting Officer 
before making final settlement. 

7. Instruct the Cost and General 
Accounting Departments to prepare 
a claim for reimbursement based on 
the procedure and formula set forth 
in the termination clause. 

8. Invoice the Government for 
all expenditures made and cost in- 
curred after the date of termination 
for the protection of Government 
property and for any expenses in 
connection with the settlement of 
the contract. 

It should be emphasized that no 
reimbursement shall be made for 
supplies and other things which are 
undelivered because of destruction 
or damage whether or not by fault 
of the Contractor. Sucha provision 
in the contract will make it neces- 
sary for the Contractor to take 
extra precautions in protecting his 
inventory after termination. 


General Termination— 
Special Problems 


The steps to be taken upon gene- 
ral termination at the end of the war 
will be practically the same as for 
the termination of a single contract. 


All production probably will cease, 
and a complete physical inventory 
will be taken; all subcontractors and 
vendors will be requested to stop 
production, to advise inventory 
quantities on hand and to file 
claims; claims on all contracts will 
have to be prepared and filed. It 
will be then that the Contractor 
will ascertain whether or not his 
accounting procedure has been such 
as to protect him from loss. 


INVENTORIES 


The perfect accounting procedure 
in the eyes of the Contractor would 
undoubtedly be one in which all in- 
ventories of finished goods, work in 
process, raw materials and fabri- 
cated parts, factory supplies and 
perishable tools are charged against 
specific contracts. If that could be 
arranged, the Contractor would be 
relieved of the risk of being required 
to assume an inventory which may 
be more than enough for years of 
postwar operations and which could 
probably not be disposed of except 
at a loss. It is perhaps too much 
to expect that the condition of no 
inventories belonging to the Con- 
tractor will be fully realized. 

Purchases of raw materials and 
fabricated parts should, as far as 
possible, be charged direct to the 
contract and thus become initially 
a part of its cost, rather than to be 
charged to a raw material account 
and, upon being requisitioned, 
charged to contract costs. The 
pamphlet known as the “green 
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book,’’—“‘ Explanation of Principles 
for Determination of Costs under 
Government Contracts,” states that 
‘purchases made specifically for the 
contract should be charged at their 
actual prices,” and “withdrawals 
from regular stores or stock rooms 
should be charged at their cost.” 
The purchase order when issued by 
the Purchasing Department should 
show on the Accounting Depart- 
ment copy, the contract number or 
the work order number for which 
the material is ordered. 

If stock is purchased in anticipa- 
tion of orders to be received, con- 
sideration should be given to the 
advisability of issuing work orders 
for the anticipated orders and 
charging the costs to such work 
orders. This practice of prepurchas- 
ing, however, may involve the Con- 
tractor in losses at termination. 

Factory supplies and perishable 
tools when purchased for Govern- 
ment work are frequently charged 
to inventory accounts and with- 
drawn upon requisitions, which are 
priced and charged to factory over- 
head. How can the Contractor pro- 
tect himself in case of a general 
termination? The “green book” 
provides for withdrawals only. The 
termination clause provides for re- 
imbursing the Contractor for all 
actual expenditures certified by the 
Contracting Officer as having been 
made with respect to the uncom- 
pleted portion of the contract. If 
the inventories are not large, it may 
be proper to charge all such pur- 


chases direct to expense and include 
them in the burden rate. If they 
are large, an investigation may dis- 
close that a large portion thereof 
could be considered as_ direct 
charges and the balance would be 
small enough to include in expense. 
If this cannot be done, the in- 
ventory at the time of the general 
termination will have to be pro- 
rated among all contracts. The 
acceptance of this method of allo- 
cation by the Government would 
involve review of the purchases to 
ascertain that they were reasonable 
in amount and that the Contractor 
did not build up a large inventory 
at the expense of others. © 

If a Contractor has certain tools 
charged direct to a Government 
contract and also has its own tools, 
it may be well to have separate 
tool cribs for the Government tools 
and special tool checks. 

If a Contractor has mixed Govern- 
ment and commercial production, 
it may not be able to segregate 
materials physically during pro- 
duction but it can keep the quanti- 
ties separate by proper inventory 
control records. 


LARGE-VOLUME VERSUS 
LOW-VOLUME PRODUCTION 


It will be noted that the contract 
provides that the Contractor will 
be paid the contract price on all 
supplies which have been completed 
and to which title has passed to the 
Government, and a pro rata portion 
of the estimated profit on the partly 
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completed portion. It may happen 
that the quoted price was based 
upon a large volume of production 
and that only a small portion of the 
order was produced prior to can- 
cellation. Circumstances might 
arise in which the Contractor might 
find himself sustaining a loss on the 
finished quantities. A new product 
on a fixed-price contract, for in- 
stance, may show excessive costs on 
the earlier production. High set-up 
charges when amortized over the 
revised production due to cancel- 
lation, may increase costs to such 
an extent that the anticipated profit 
would be wiped out. These possi- 
bilities should be investigated now. 


ENGINEERING EXPENSE 


If considerable engineering ex- 
pense is incurred to develop the 
various products manufactured, the 
accounting procedures should pro- 
vide for charging such engineering 
research and development to spe- 
cific jobs. Any development ex- 
pense which cannot be charged to 
specific contracts should be spread 
through the burden rate. 


LEASES 


If the Contractor operated in a 
plant leased particularly for the 
purposes of the contract, he may be 
obligated to pay rent over a long 
period of time after cancellation 
without being allowed to include 
such expenditures as a part of the 
cost of the contract. This danger 
may be obviated if the contract 


provides against it, or the lease may 
be arranged for a period not over 
one year with options to extend it 
on a month-to-month basis. 


PROBLEMS OF SUBCONTRACTORS 


If a Subcontractor is making the 
same part for a number of prime 
contractors on one production 
order, how will he make the proper 
allocations? If parts are being pro- 
duced for two customers with 
certain priorities and another cus- 
tomer with a higher priority orders 
the same part, the Subcontractor 
might order the parts in process to 
be allocated to the latter; will the 
customer with the higher priority 
accept the accumulated costs in- 
curred prior to the date the order 
was placed in case of termination? 

Where the Subcontractor is pro- 
ducing a part for one customer and 
the contract is canceled, the entire 
cost will be chargeable to that cus- 
tomer. If the same part is being 
produced for five customers and if, 
for example, a customer who is to 
receive 25 per cent of the production 
cancels his order, that proportion of 
the parts should be physically re- 
moved from the production line and 
the Cost Department should trans- 
fer from its cost sheets the pro- 
portionate cost thereof at that 
point. If this cancellation occurs in 
the middle of a month, the Cost 
Department should consider the 
advisability of making a deter- 
mination at the cancellation date. 
If all contracts are canceled, all 
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production will cease and the physi- 
cal product and the accumulated 
costs will be allocated equitably 
among all the customers, whose 
orders are included in that par- 
ticular work order. It is suggested 
that sales order numbers may well 
be shown on the work orders so 
that no question as to the alloca- 
tion to customers -will arise. 


COMPUTATION OF PROFIT 


The determination-of-profit 
clause may be the cause of con- 
siderable controversy. Certainly a 
computation of the cost of the con- 
tract as it would have been if it had 
been completed will involve the 
use of estimates which may be 
challenged. Estimating the per- 
centage of completion of the un- 
completed portion of the contract 
may be difficult especially if the 
work-in-progress inventory with 
many operations partly completed 
constitutes the bulk of the in- 
ventory. One method would be to 
ascertain the total hours worked on 
the contract and to estimate the 
additional number of hours neces- 
sary to complete the contract. 


Costs INCURRED AFTER TERMI- 
NATION 


The contract clause provides that 
all expenditures made and costs 
incurred after the date of termina- 
tion, for the protection of Govern- 
ment property and for any ex- 
penses in connection with the settle- 
ment of the contract, shall be reim- 


bursed by the Government. Pre- 
sumably accounting fees and other 
costs involved in the preparation of 
claims and insurance on the Gov- 
ernment inventory would fall within 
this category. Would the Con- 
tractor be able to charge for storage 
of the inventory pending removal 
thereof? If the plant is shut down 
awaiting final disposition of the in- 
ventory, the Contractor’s expenses 
continue to go on. Will the Con- 
tractor be able to charge such ex- 
penses during that period to the 
Government? These questions can- 
not be answered at present. 


Contractor’s Cash Position 


It is apparent that termination 
of contracts may work a great deal 
of hardship on a Contractor or sub- 
contractor, especially if consider- 
able time elapses before its claims 
can be filed, approved and paid. 

It would be well for every Con- 
tractor and Subcontractor to be- 
come familiar with the provisions of 
so-called “‘V’” loans made under 
Regulation V of the Federal Re- 
serve System, issued and effective 
April 6, 1942. The objective of 
Regulation V is to facilitate and 
expedite war production “‘by ar- 
ranging for the financing of con- 
tractors, subcontractors, and others 
engaged in businesses or operations 
deemed by the War Department, 
Navy Department, or Maritime 
Commission to be necessary, appro- 
priate or convenient for the prose- 
cution of the war.” Under this 
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regulation, the three departments 
mentioned will, if called upon, 
guarantee a percentage of the loan 
which will be made by a financial 
institution. This percentage is 
usually 90 percent, the risk for 
the other 10 per cent being assumed 
by the financial institution making 
the loan. 

Section 6 of the Guarantee Agree- 
ment entitled ‘‘Protection of Bor- 
rower against Cancellation” is of 
interest. Under this section, if war 
contracts are canceled through no 
fault of the Contractor, the financ- 
ing institution will waive interest 
and suspend maturity upon a por- 
tion of the unpaid principal amount 
of the loan. This portion is deter- 
mined by a formula which takes 
into consideration the relation be- 
tween the dollar value of the con- 
tract canceled and of the total 
contracts of the Contractor. “Such 
waiver of interest and suspension 
of maturity shall continue for the 
period ending ten days after the 
Borrower shall have received full 
payment of or credit for such 
amounts as may be payable to it 
with respect to any canceled con- 
tract, but shall in no event con- 
tinue for more than one year after 
such final determination,” except 


with special permission of the 
Guarantor. This waiver provision 
will be ineffective if the percentage 
involved is below 25 per cent of the 
aggregate dollar volume of the face 
amount of all the Contractor’s war 
contracts. 

Another form of financing war 
contracts is by the use of advance 
payments obtained from the War 
Department, Navy Department and 
Maritime Commission. In the form 
of the clause included in Procure- 
ment Regulation No. 3, of the War 
Department, the unliquidated bal- 
ance of any advance payments, 
upon termination of a contract 
through no fault of the Contractor 
shall be deducted from any pay- 
ments otherwise due the Con- 
tractor. 


Conclusion 


Every accountant and every Con- 
tractor and Subcontractor should 
consider mow the problems that will 
arise in connection with the possible 
termination of contracts for the 
convenience of the Government. 
To wait until the contracts are 
finally terminated is to invite con- 
fusion, delay and possible loss. In 
time of war, prepare for termi- 
nation. 
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Past and Present 


By T. EDWARD Ross 


The Editor has requested an 
article on the topic on which I spoke 
at the latest annual meeting of the 
Pennsylvania Institute of Certified 
Public Accountants. A test black- 
out mercifully cut short the oratory 
on that occasion before the audience 
became completely bored. The 
subject under discussion was of 
an historical nature and the writer 
has good reason to believe that, 
with few exceptions, accountants 
feel they are too busy making 
history to bother with what hap- 
pened in the past. A writer who 
lived about three thousand years 
ago discovered that the same atti- 
tude towards things historical pre- 
vailed in his day, for he wrote, 


There is no remembrance of former 
things; neither shall there be any 
remembrance of things that are to 
come with those that shall come 
afier. * * * Then I looked on all 
ihe works that my hands had 
wrought, and on the labour that I 
had laboured to do; and behold, all 
was vanity and vexation of spirit, 
and there was no profit under the 
sun. 


In reviewing the developments in 
the status and activities of the pro- 
fession during the past forty years 
in the address mentioned, the 
speaker illustrated his remarks with 


two exhibits. Exhibit A was a some- 
what typical report of 1902, which 
consisted of a few lines of text with 
balance sheet and statement of 
profit and loss attached. Exhibit B 
was an A-2 Registration Statement 
of 1942, a printed document of 
formidable size containing an im- 
pressive array of balance sheets, 
income accounts and supporting 
schedules. In addition to numerous 
footnotes on the several schedules 
the statement contained many 
pages of voluminous notes con- 
cerning items in the balance sheets 
and income accounts. These ex- 
hibits gave evidence that the pro- 
fession had made some progress 
since the beginning of the present 
century. 

Other evidence of a like nature 
might be produced. The practi- 
tioner of former days did not have 
to deal with questions on Federal 
income, estate and excess profits 
taxes. The ponderous volumes deal- 
ing with this subject which are pub- 
lished at frequent intervals, and the 
many services maintained to keep 
subscribers informed of the latest 
decisions and regulations bear testi- 
mony to the importance of this de- 
partment of the present-day ac- 
countant’s activities. 

The development in methods of 
cost accounting in this century has 
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opened up another field of endeavor 
for the public accountant. The 
National Association of Cost Ac- 
countants, organized in 1919, has 
been of great service to those en- 
gaged in both public and private 
practice. 

The control now exercised over 
business by various Federal and 
State commissions, bureaus and 
agencies has made it necessary for 
the public accountant to be con- 
stantly extending the scope of his 
knowledge. He must exercise the 
utmost vigilance to keep informed 
concerning all regulations affecting 
the accounts of his clients, and the 
present war has multiplied his re- 
sponsibilities in this respect. As 
Goldsmith wrote of the village 
schoolmaster, 


. and still the wonder grew 
That one small head could carry 
all he knew, 


so the accountant is supposed to 
possess a wonderful assortment of 
information. 

The American Institute of Ac- 
countants and the several State 
societies have done yeoman service 
in keeping their members posted on 
current problems, and we all are 
indebted to those members who 
have given so generously of their 
time to the work of the many com- 
mittees and to those who have made 
extensive studies of the various 
aspects of our work and have shared 
the results with us. During the past 
forty years the constant growth and 


evolution in business has been most 
marked, and the profession has pro- 
gressed accordingly. 

In the last century there were not 
many heated arguments with clients 
(or with one’s associates) about 
whether a certain item should be 
credited to earned or capital sur- 
plus. Nor was the accountant then 
called upon to determine whether or 
not, under all the circumstances, a 
five dollar Christmas gift made to 
an employee constituted a violation 
of a government edict. 

Many times we have had to 
abandon a course of procedure 
which at one time was “in accord- 
ance with generally accepted ac- 
counting principles,’ and in 
determining what new procedure 
we should follow we find our way 
beset with many difficulties. Al- 
though the prophet Amos was a 
herdsman and not a C.P.A. he 
describes some of the accountant’s 
dilemmas in these words, 


As if a man did flee from a lion 
and a bear met him; or went into 
the house and leaned his hand on 
the wall and a serpent bit him. 


The next forty years will un- 
doubtedly furnish new opportuni- 
ties for the accountant to exercise 
his ingenuity and intelligence, but 
as he has met and solved many 
difficult problems during the last 
four decades, there is ground for the 
belief he will be found equal to the 
exacting requirements of the years 
to come. 
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Trust Company Operations 


The Superintendent of Banks of 
the State of New York has made a 
study of the operations of trust 
companies and of trust departments 
of banks in that state during the 
last twenty years, and has sub- 
mitted a report thereon to the New 
York legislature. His conclusions, 
which are naturally of interest to 
accountants generally, are set forth 
in his report, as follows: 

1. That the operation of corpo- 
rate trust accounts is conducted at 
an acceptable margin of profit. 

2. That where corporate trust ac- 
tivities represent a substantial por- 
tion of the total trust volume the 
operation of the trust department 
is conducted at a moderate margin 
of profit. 

3. That the operation of the per- 
sonal trust division consisting of 
estate accounts, trust accounts and 
agency accounts is unprofitable. 

4. That the operation of estate 
accounts shows an acceptable mar- 
gin of profit, although the income 
from this source is subject to con- 
siderable fluctuation because of 
variation in volume of estate busi- 
ness. 

5. That the operation of trust 
accounts is unprofitable, with an 
excess of income over expenses 
shown by relatively few institu- 
tions. 

6. That the income derived from 
the operation of agency accounts 
would not appear sufficient to 


cover expenses or to provide more 
than a small margin of profit. 

7. That the comparatively small 
income per account derived from 
trust accounts by the smaller trust 
companies makes their ability to 
provide trust service on an operat- 
ing basis satisfactory to the in- 
stitution dependent for the most 
part upon the capacity of the in- 
stitution to furnish necessary per- 
sonnel and facilities out of a 
surplus available from the conduct 
of its banking activities. 

8. That the income derived by 
the trust companies from the em- 
ployment of uninvested trust funds 
is not a factor materially influencing 
the profit of trust account opera- 
tion. 

9. That while some improvement 
in income on trust accounts might 
be obtained through a reduction of 
the proportion of trusts operated at 
less than statutory fees, the addi- 
tional income which might be rea- 
lized in this way would not appear 
sufficient to place the operation of 
trust accounts on a profitable basis. 

10. That the operation of testa- 
mentary trust, guardian and com- 
mittee accounts provides an income 
insufficient to cover the expenses 
of operation and that the additional 
income which might be obtained 
from the operation of all of these 
accounts at statutory rates of com- 
mission would not be sufficient to 
(Continued on page 13) 
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Montgomery’s Federal Tax Books 


The 1942 Revenue Act, with its 
many complex provisions and its 
esoteric phraseology, was enacted so 
late in the year that it seemed im- 
possible that the new edition of 
Colonel Montgomery’s commen- 
taries, with their analysis of the 
changes in the law, of the decisions 
of the courts and the Board of Tax 
Appeals (now Tax Court of the 
United States), and of the rulings 
and decisions of the Treasury during 
the past year could be issued before 
a number of months had elapsed. 
However, the seemingly impossible 
was accomplished by the Colonel 
and his corps of assistants in that 
the manuscript of the two volumes 
constituting the 21st edition (1942- 
43) of Montgomery's Federal Taxes 
on Corporations was in the printer’s 
hands in less than sixty days after 
passage of the Act, and the 1942-43 
edition of Montgomery's Federal 
Taxes on Estates, Trusis and Gifts 
was published shortly after the turn 
of the year. 

Commendatory reviews of the 
books have been appearing in vari- 
ous legal, accounting, financial and 
business magazines. Typical of 
them are two which are reproduced 
below. 

The March issue of Taxes con- 
tained the following review of 
Montgomery's Federal Taxes on Cor- 
porations: 

“Mr. Montgomery’s books which 
appear each year shortly after the 


enactment of the Revenue Act are 
undoubtedly outstanding tax helps. 
They embody the collective expe- 
rience of the fine firm of C.P.A.’s 
with tax problems of corporations 
in many lines of industry. 

“This year Mr. Montgomery’s 
material fills two volumes. It is a 
two-book unit concentrated on cor- 
porate requirements under the In- 
ternal Revenue Code as amended 
by the 1942 Revenue Act. The first 
volume on Gross Income and De- 
ductions deals with taxable and 
exempt income of corporations; 
allowable deductions; and deter- 
mination of net income subject to 
tax. 

““The second volume Tax Deter- 
mination and Returns deals with 
computation of income, excess 
profits, and other federal taxes on 
corporations; the credits that can 
be claimed against such taxes; 
methods of collection and payment. 

“The first volume has two parts: 
Part I—Gross Income and Deduc- 
tions and Part II—Methods and 
Bases. Under Part I, 16 chapters 
furnish ready reference to subjects 
grouped under taxable and exempt 
income, gain or loss and deductions. 
Part II in four chapters covers 
assignment of income, bases of re- 
porting income, income from install- 
ment sales and inventory methods. 

“The second volume is arranged 
in five parts, namely: corporations 
in general, the excess profits tax, con- 
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solidated returns, taxes on undis- 
tributed profits, administration, and 
taxes based upon declared value of 
capital stock. 

“Each volume is adequately in- 
dexed not only as to subject but also 
the law sections, regulations, and 
cases cited or discussed, are indexed. 

“The law is soundly interpreted 
and logically presented in concise 
form. Though the work is a two 
volume set each volume may be had 
separately if desired; but doubtless 
the two volumes should be used 
together as a set.” 

The February issue of Trusts and 
Estates reviewed Montgomery's Fed- 
eral Taxes on Estates, Trusts and 
Gifts as follows: 

“‘Like sunshine following the rain, 
Col. Montgomery’s new edition (the 
2lst) has made its inevitable ap- 
pearance. As usual, it throws much 
light upon another Revenue Act. 
The 1942 law made relatively few 
changes in the provisions respecting 


estates, gifts and trusts but those 
few were practically all of major 
significance. This edition reflects 
these amendments, as well as the 
court decisions during the past year. 

“Particular attention is given to 
the definition of powers of appoint- 
ment. Other new sections, like 
those on annuity trust payments, 
accrued income on death, and ali- 
mony payments—which the author 
feels are somewhat obscure—are 
dealt with at length. As we have 
said before in these columns, ‘if 
there is one book that these days 
is virtually indispensable to the 
trust officer, estate attorney, tax 
accountant and others concerned 
in estate planning and administra- 
tion, it is this one’.”’ 

As in other years the new editions 
will be much used in our own offices 
throughout the year in carrying out 
the tax engagements entrusted to 
us by the clients of our firm. 

W.A.S. 


Trust Company Operations 
(Continued from page 11) 


place them on a profitable basis. 

11. That the operation of volun- 
tary trusts provides an income in- 
sufficient to cover the expenses of 
operation but that a moderate ex- 
cess of income might be obtained 
from them at rates equivalent to 
the statutory rates of commission. 

12. That the decrease in yield on 
trust fund investments since the 
revision of statutory rates of com- 
mission in 1923 has substantially 


reduced the effect on corporate 
fiduciaries’ income of that rate in- 
crease. 

13. That an income from trust 
department operations sufficient 
to provide a margin of profit from 
25 per cent to 3314 per cent would 
not result in a rate of return on 
the capital investment of corporate 
fiduciaries in excess of that gen- 
erally considered as a fair and rea- 
sonable return on capital. 

















L. R. B. & M. Journal 





The Tax Bureau Greeting Card* 


(“A state income tax department is reported considering a sug- 
gestion that it cultivate the good will of taxpayers by sending them 
Christmas cards every year.’’—News item.) 


I 


Mr. Twitchell looked at the pretty card. 
‘Seasonal Greetings from the State Income 
Tax Bureau” was the inscription on it be- 
low a picture of a tally-ho. He put on his 
glasses and read it again. Then he called 
Mrs. Twitchell, excitedly. 

“‘What’s this?” he demanded, appre- 
hensively. 

“It’s a greeting from the income tax de- 
partment,” said Mrs. Twitchell. 

“There’s something behind it,’ 
Mr. Twitchell with conviction. 

“There can’t be anything behind a greet- 
ing card,” argued Mrs. Twitchell. 

“I’m calling my tax accountant just the 
same,”’ snapped Mr. Twitchell. 


II 


“Is this you, Hemphill?” asked Elmer as 
he rang his tax accountant. ‘Good! This 
is Twitchell. I think I had better see you 
at once.” 

“‘What’s happened?” 

“It’s a communication from the Income 
Tax Bureau.” 

“Well, what does it say?” 

“It just says, ‘Seasonal Greetings from the 
State Income Tax Bureau,’ ” explained Mr. 
Twitchell. 

“Hm-mm-mm,’’ mused Hemphill. “May- 
be you’d better come in tomorrow and we'll 
look over things.” 

Mr. Twitchell made the appointment and 
hung up. He was now quite disturbed. He 
didn’t like that picture of a tally-ho. It 
seemed too much like the police wagon. 

“Always something from those tax de- 
partments,” he blurted, pacing the floor. 
“If it isn’t one thing it’s another.” 

“But, Elmer, why do you get so excited. 
You made out an honest return, didn’t 
you?” put in Mrs. Twitchell. 

“Of course. But what of it? You have 
to keep explaining things just the same!” 


’ declared 





*Reprinted from H. I. Phillips’ column, 
The Sun Dial, in The New York Sun. 


“But this is just a greeting card. . .” 
“IT guess I’ll call up my lawyer,” said 
Elmer, grabbing the phone. 


III 


“Dodson?” asked Elmer, getting his 
attorney, “this is Twitchell. Did you get 
any seasonal greetings from the State Tax 
Bureau?” 

“Calm yourself,”’ said Dodson. 
the trouble?” 

“TI am in receipt of a card from the State 
Income Tax Bureau, sending seasonal greet- 
ings. I don’t like the looks of it.” 

“Just seasonal greetings? It doesn’t ask 
any questions?” 

“None. What does it mean?” 

“I wouldn’t want to say without a con- 
ference with my partners,” said Dodson. 
“T haven’t had any case just like that.” 

“How soon can you see them?” asked 
Elmer, anxiously. 

“Tomorrow or next day. This is quite 
new. I once had a case where a federal tax 
agent sent a birthday card to a taxpayer and 
we found out it called for no explanation 
from us, but a seasonal greeting, well, it’s 
quite new. Suppose you drop in day after 
tomorrow. I’ll have an opinion.” 


IV 

It was now late at night. Mr. Twitchell 
suddenly got up out of bed, took off his 
= yaaa and dressed, even to his coat and 
nat 

“Why, Elmer, where are you going?” 
asked Mrs. Twitchell. 

“T can’t sleep. I think I’d better do it,” 
he said. 

“Do what?” 

_ “Address a card to the tax bureau, wish- 
ing it well. It’s just courtesy.” 

Mr. Twitchell addressed a card, mailed it 
= went back to bed. But he didn’t sleep 
we 

He couldn’t expect to until after those 
conferences with his accountants and 
attorney. 


“What’s 
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Termination of Government 
Contracts 

The air is full of discussion con- 
cerning post-war conditions, ways 
of bringing about an early return 
of an ordered economy, the forma- 
tion of an international organiza- 
tion to maintain peace, and so on. 
A practical aspect of post-war 
problems is the termination and 
settlement of government contracts 
when the war is over. 

The leading article in this issue 
of the L. R. B. & M. JOURNAL is 


devoted to this subject and merits 
careful reading by the members of 
our organization. 


A Timely Admonition 

In the course of the address which 
Madam Chiang Kai-Shek made to 
the students of her alma mater, 
Wellesley College, on March 6, she 
counseled the students as follows: 

“With the riches of the ages with- 
in your grasp, with the wide field of 
specialized branches of knowledge 
to be had at your will, with the 
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maturity of mind to be gained in 
your contacts with your professors 
and advisers, you should beware of 
machine-made processes of thinking.” 
(Italics supplied.) 

The warning against ‘‘machine- 
made processes of thinking’ re- 
minds the writer of the reference 
in John Buchan’s Pilgrim’s Way to 
“rules that curb the free play of 
intellect.” 

Accountants need to be on their 
guard that they do not fall prey to 
the weakness of resorting to “‘ma- 
chine-made processes of thinking.” 
There is no substitute for inde- 
pendent thinking as a means to 
sound opinion and judgment. 


An Unusual Advertisement 


On March 4th Lord & Taylor, one 
of New York City’s oldest and most 
eminent mercantile establishments, 
made the following announcement 
in the newspapers: 


WE WAGER 
$5,060 


that clothes will NOT 
be rationed this year 


Our best information from Wash- 
ingion as well as our own sources 
of information bring us definitely 
to this conclusion. If we lose (and 
mind you we don’t think we will) 
we will divide the above sum be- 
tween Red Cross, USO, Greater 


New York Fund. 
LorD & TAYLOR 





Lord & Taylor have had more 
than a hundred years of mercantile 
experience, and have come through 
four wars in which our country has 
been engaged during that time. It 
will be interesting to see theoutcome 
of this wager during the present war. 


The Immediate Outlook 


At the beginning of the year The 
Guaranty Survey, which is published 
monthly by the Guaranty Trust 
Company of New York, summar- 
ized the outlook at that time as 
follows: 


“The outlook at the beginning of 
1943, in its main outline, seems fairly 
clear. Further gains in war pro- 
duction are likely to be accom- 
panied by continued declines in the 
output of non-essentials. The ag- 
gregate gross receipts of business 
concerns will be large, but the tax 
burden will probably prevent any 
significant increase in net earnings. 
Industrial payrolls will rise to new 
peaks, but shortages will limit the 
amount that can be spent for con- 
sumers’ goods. For many business 
enterprises, a continuance of opera- 
tions will become impossible. For 
many individuals, the inconven- 
iences and annoyances already 
encountered will develop into down- 
right hardships. The upward pres- 
sure on the price level will continue, 
and unremitting effort will be 
needed to preserve even the com- 
parative stability that has been 

(Continued on page 20) 
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Notes 


We regret to have to announce 
the death, on January 22, of Mr. 
Clarence E. Scranton, the oldest 
member of our Los Angeles staff 
in point of service. He had had a 
continuous record of twenty-four 
years of service at the Los Angeles 
office. He was especially well 
versed in brokerage accounting and 
in department store and retail 
accounting. 


Mr. Scranton, who was 50 years 
of age, suffered a mild attack of 
influenza which disclosed a bad 
heart condition of long standing. 


The following is a list of the 
members of the L. R. B. & M. 
organization who have joined the 
armed forces since the publication 
of the January issue of the 
JOURNAL: 

Chicago: 

George R. Brickley 

James Brown 

Paul H. Cooper 

Eugene J. Hansen 

Olavi O. Niemi 

Milton E. Smith 
Cincinnatt: 

George L. Schlegel 
Cleveland: 

Paul P. Savarino 


Detroit: 
Donald W. Proctor 


New York: 


Elliot L. Aronin 
Harold C. Chinlund 
Philip L. Defliese 
Charles H. Drewes 
Joseph J. Eckerle 
Neville C. Gee 
Frank Hughes 
Herbert R. Morse 
Martin Selikoff 


~ 


Philadelphia: 

Paul R. Allen 

Alfred B. Appenzeller, Jr. 
Kenneth W. Baker 
Robert S. Barr 
William B. Barr 
Clarence P. Burger, Jr. 
C. Wesley Ford 

David R. Koontz 
Norman E. Miller 
Thomas W. Mood, Jr. 
George W. Schelle, Jr. 


Rockford: 
Thomas Swain 


Mr. Sweet was recently elected a 
life trustee of Brown University, his 
alma mater. No greater honor or 
satisfaction than this can come to 
a college alumnus. 


The May, 1941, issue of the 
L. R. B. & M. JOURNAL listed 
Lieutenant Charles J. Beasley, Jr. 
among the members of our New 
York staff who had entered the 
armed forces. He has since been 
promoted to the rank of Captain in 
the Marine Corps. During the past 
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few days he paid a visit to the office, 
in the course of which we learned 
that he had been with the Marines 
during their grueling experience on 
Guadalcanal. He received some 
shrapnel wounds from which, for- 
tunately, he has now recovered. 


On January 19, Mr. W. H. 
Davidson, of our New York staff, 
and Mr. Mark E. Richardson, of 
our Philadelphia staff, were the 
speakers at a meeting of the Louis- 
ville Chapter of the National Asso- 
ciation of Cost Accountants. The 
subject discussed at the meeting 
was federal income taxes. The 
Chapter had as guests members of 
the Kentucky Society of Certified 
Public Accountants, the Kentucky 
Society of Bank Trust Officers, and 
the Louisville Control of the Con- 
trollers Institute. 


Mr. Staub has been elected a 
vice-president of the American Ac- 
counting Association for 1943. 


The latest quarterly issue of The 
Accountants Digest contained con- 
densations of the article by Mr. 
Gibson on “‘Profits and Profits Re- 
serves in Wartime,” which was 
originally published in The Con- 
troller of August, 1942, and of the 
article by Mr. Staub on the “Difficul- 
ties of Measuring Profits in a War- 
time Economy,” which had origi- 
nally been published in the July, 


1942, issue of Dun’s Review, and 
was reprinted in the September and 
October, 1942, issues of Profit. 


In a letter to Mr. Lybrand, 
written early in December and 
received here in February, Captain 
L. C. David, one of our European 
partners, who served in World War 
I and who is serving in the British 
army in the present war as an 
officer in the Paymaster’s Corps, 
wrote inter alia as follows: 

My present location is somewhere on the 
North Coast of Africa, acting as cashier to 
all the forces here—and in general having a 
very interesting time. Since landing in the 
early part of November, I have been shot 
at many times from the air—and under the 
water—but have so far had lucky escape. 


Gault MacGowan, the corre- 
spondent of The New York Sun, 
who has been circulating among our 
troops in North Africa, and who has 
been cabling articles which refer to 
work being done by men from the 
New York area, included extended 
reference to Captain Charles T. 
Hereford of our New York staff, in 
one of them. 

In his wireless dispatch of Feb- 
ruary 23 from Allied Field Head- 
quarters in North Africa, 
MacGowan described the censor- 
ship of army mail. The following 
excerpts are from his dispatch: 

Postal censorship is a cold job, he (one 
of the censors) said. ‘The other day I wore 


two suits of woolen underwear over sum- 
mer underwear, two wool sweaters, my 
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ordinary uniform and a trench coat and 
still felt cold.” 

Apparently the censorship chills the 
soldiers’ torch letters, for the room certainly 
was cold. . . . Heading this department is 
Capt. Charles T. Hereford of Lybrand, 
Ross Brothers and Montgomery, account- 
ants, of 90 Broad street. 

When you leave the long, chilly room 
overlooking the sea where the postal censors 
sit, it makes you mighty proud to be allowed 
to send letters through them. It is some- 
thing to know that even the most inarticu- 
late can have his African thesis read by uni- 
versity professors and language experts. 
“Having wonderful time—glad you’re not 
here” might switch to more luscious prose 
were this service of all talents better known. 

* * * 

Capt. Hereford was a certified public ac- 
countant on the staff of Lybrand, Ross Bros. 
& Montgomery since his graduation from 
the University of Alabama. He went on 
active duty with Army Intelligence in 
December, 1941, and was stationed in New 
York for several months before going over- 
seas. He and Mrs. Hereford, who is now 
living in New Hope, Ala., lived at 36 
Metropolitan Oval, the Bronx. 


We were recently informed that 
Mr. Percy A. Brooksbank, who was 
a member of our Los Angeles staff, 
at the time he reported for service 
in the British army in 1941, is now 
a brigadier general. He had been 
a major in World War I, and sub- 
sequent thereto had held important 
administrative positions with Brit- 
ish corporations. General Brooks- 
bank came to America in 1938. 


During November and December 
Mr. N. O. Brookins, of our Los 
Angeles staff, addressed a number 





of different organizations, one of 
them being the Los Angeles chapter 
of the Controllers’ Congress, on 
the 1942 Revenue Act. 


The following extracts from a 
letter received from a member of 
our New York staff now serving in 
the Navy indicate that he has not 
lost his sense of humor: 


Well, things are going along as usual. 
Nothing unusual to report about the war. 
As for myself, the last two months have seen 
me hard (?) at work in our Supply Office 
here on the base. My duties are in connec- 
tion with the accounts payable—primarily 
I receive bills and see that all the necessary 
papers are on hand to put the bills through 
for payment. At the time I got the job, 
the volume of work here was increasing by 
leaps and bounds and my department was 
slightly behind, shall we say. After the 
first week or so it became apparent that 
my predecessor must have simply torn up 
all the bills he could not readily dispose of. 
Every day brought a request from some 
unfortunate vendor asking for payment by 
return mail. Others asked me to refer to 
their correspondence which, needless to say, 
had long since gone up in smoke in our in- 
cinerator. 

One of the difficulties encountered was 
the signing of receiving tickets when ma- 
terial was delivered. Sometimes material 
would go direct to the ship and not to our 
storeroom and then it was like pulling teeth 
to get somebody on the ship to confess that 
they received it. Those fellows go out all 
day and chase submarines without batting 
an eye, but hand them a pencil and say sign 
here and then you might think the end of 
the world had come. 


This phase of the problem was further 
complicated by purchases not made through 
our department. Ships would buy on the 
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outside, leave for Australia, and leave us 
holding the bill. 

These were only a few of the headaches 
which I inherited, but I am happy to say 
that things are getting organized now and 
in the future most vendors will have a 
fifty-fifty chance of being paid. 

This is all for now—here comes another 
bill and letter, ‘in our letter of March 7, 
Woes, etc., te. . . .” 


The writer of the letter, we under- 
stand, has since moved on to deep 
sea duty. 


Mr. William W. Davis and Mr. 
Walter P. Ward, of our San Fran- 
cisco staff, passed the November, 
1942, California C. P. A. examina- 
tions. 


‘“‘What is a budget?”’ 


“Well, it is method of worrying 
before you spend instead of after- 
wards.” 


Editorials 
(Continued from page 16) 


maintained this year. In spite of 
these difficulties, the country will 
continue to be the best fed, the best 
clothed and the best housed in the 
world. And the necessary sacrifices 
will be borne with the same spirit 
of patriotism that has made 1942 a 


INDUCT YOUR MEANS INTO SERVICE 
BUY UNITED STATES WAR BONDS 


year of achievement without paral- 
lel in our industrial history.” 

This excellent summary, giving a 
bird’s eye view of the outlook in 
our country, is just as timely in the 
month of March as it was at the 
beginning of 1943. 
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